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SUB J : DECENTRALIZED BANKING SYSTEM BEGINS OPERATING 

REF: BA-0503 

1 . SUMMARY AND INTRODUCTION: ARGENTINA'S NEW "DECENTRALIZED" 
BANKING SYSTEM WENT INTO EFFECT JUN 1, REPLACING THE PERONIST 
"NATIONALIZED" DEPOSIT SYSTEM. INSTEAD OF ACTING AS AGENTS 

FOR THE CENTRAL BANK, COMMERCIAL BANKS NOW HOLD DEPOSITS FOR 
THEIR OWN ACCOUNT. RESERVE REQUIREMENTS NOW DETERIMNE THE 
CREDIT CAPACITY OF A BANK AND THUS COMPETITION FOR DEPOSTS 
HAS BEEN ENROURAGED, WITH ALMOST ALL INTEREST RATES FREELY 
DETERMINED. PROMOTED EXPORTS AND HOUSING CONTINUE TO RECEIVE 
CONCESSIONAL TREATMENT. END SUMMARY. 

2. THE CENTRAL BANK ISSUED THIRTY-THREE CIRCULARS REG- 
ULATING THE NEW SYSTEM, SOME OF THE PRINCIPAL FEATURES OF 
WHICH ARE SUMMARIZED BELOW: 

A) A MONETARY REGULATION ACCOUNT IN THE CENTRAL BANK IS 
ESTALBISHED. THE ACCOUNT WILL RECEIVE FUNDS FROM FEES 
IMPOSED ON CREDIT (6.05 PERCENT IN JUN) AND FROM 
PENALTIES FOR FAILING TO MEET RESERVE REQUIREMENTS AND 
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USE THESE FUNDS TO COMPENSATE FINANCIAL ENTITIES FOR 
LOSSES DUE TO RESRERVES HELD ON TIME DEPOSITS. 

B ) A SINGLE RESERVE REQUIREMENT OF 45 PERCENT IS 
ESTALBISHED FOR ALL TYPES OF DEPOSITS. 

C) THE 1.5 PERCENT TAX ON CREDIT IS ABROGATED. 
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D) INTERESST RATES ON LOANS ARE FREELY DETERMINED. ON 
LOANS WITH TERMS OVER 180 DAYS, INTEREST PAYMENTS MUST 
BE MADE AT MATURITY. ON LOANS UNDER 180 DAYS, INTEREST 
PAYMENTS MAY BE MADE EITHER IN ADVANCE OR AT MATURITY. 
INDEXED OPERATIONS MUST BE BASED ON THE WHOLESALE PRICE 
INDEX. 

E) INTEREST PAID FOR DEPOSITS, INCLUDING DEMAND DEPOSITS. 
ARE FREE LY DETERMINED BY THE BANKS. 

F) TWENTY PERCENT OF PROFITS MUST GO TO THE LEGAL RESERVE 
FUND. 

G) FINANCIAL LIABILITIES ARE LIMITED TO 25 TIMES NET 
WORTH. 

H) SUBSIDIZED FINANCING FOR HOUSING, WITH FOLLOWING 
RATES FOR THE BORROWER (AND FOR REDISCOUNT WITH THE 
CENTRAL BAN); NORMAL HOUSING - 47 PERCENT (39 PERCENT); 

LOW COST HOUSING -6 PERCENT (3.5 PERCENT); AND 
CONSTRUCTION - 634 PERCENT (61 PERCENT). 

I) PREFINANCING OF PROMOTED EXPORTS. MAXIMUM INTEREST 
RATE OF 50 PERCENT PAYABLE AT MATURITY. BOTH FOR LOAN 
AND REDISCOUNT FROM CENTRAL BANK. FINANCING OF PROMOTED 
EXPORTS THROUGH DISCOUNT OF EXPORT PAPER - MAX 7.5 
PERCENT (REDISCOUNT 4.5 - 5 PERCENT AT CENTRAL BANK. 
DEPENDING ON PRODUCTS). POST-FINANCING OF EXPORTS HAS 
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BEEN ELIMINATED - A RECOGNIZED INDIRECT SUBSIDY IN THE 
FORM OF INTEREST ARBITRAGE. 

3. ON THE FIRST DAY THE NEW SYSTEM WENT INTO EFFECT, 
INTEREST RATES DROPPED 3-5 POINTS AS BOTH THE BANKS AND 
INVESTORS OPERATED WITH CAUTION. ADEBA, THE ARGENTINE 
BANK ASSOCIATION, ISSUED A STATEMENT SUPPORTING THE NEW 
SYSTEM AND INDICATING THAT A PERIOD OF READJUSTEMENT WAS 
NORMAL AND NECESSARY. EXPORTERS OF INDUSTRIAL PRODUCTS 
EXPRESSED THEIR DISPLEASURE WITH THE ELIMINATION OF 
POST-FINANCING AND PREDICTED THAT IT WOULD FURTHER HURT 
THEIR ABILITY TO COMPETE INTERNATIONALLY. THE GOVERNMENT, 
IN TURN. HAS POINTED OUT THAT THE COST OF PRE-FINANCING 
HAS BEEN REDUCED. SINCE THE INTEREST RATE IS PAYABLE AT 
MATURITY RATHER THAN IN ADVANCE AS FORMERLY. 

4. COMMENT: THE NEW BANKING SYSTEM REPRESENTS AN I 
IMPORTANT STEP TOWARD REVITALIZING ARGENTINA'S FINANCIAL 
SYSTEM. THE LARGER, MORE AGGRESSIVE PRIVATE COMMERICAL 
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BANKS SHOULD BENEFIT AT THE EXPENSE OF THE SMALLER 
PRIVATE BANKS AND THE OFFICIAL BANKS AND THOSE IN 
BUENOS AIRES AT THE EXPENSE OF THE BANKS IN THE INTERIOR. 

THE SINGLE, HIGH RESERVE REQUIREMENT WILL FACILITATE 
CONTROL OF CREDIT EXPANSION BUT AT THE SAME TIME HAS REQUIRED 
THE UNUSUAL COMPENSATORY MECHANISM FOR TIME DEPSISTS- 
COMPENSATION WHICH IS ABSOLUTELY NECESSARY IF FINANCIAL 
INSTITUTIONS ARE TO OFFER SUFFICIENTLY HIGH INTEREST 
RATES TO ATTRACT SAVINGS. THE RESERVE REQUIREMENT WILL 
NO DOUBT BE PROGRESSIVELY REDUCED AS INFLATION DECLINES 
AND THE CENTRAL BANK TAKES STEPS TO INCREASE THE RATIO 
BETWEEN MEANS OF PAYMENT AND GDP - CURRENTLY AT AROUND 
8 PERCENT AND ONE OF ITS LOWEST LEVELS EVER. 

5. A FULL SET OF CENTRAL BANK CIRCULARS HAS BEEN POUCHED 
TO EXIMBANKS AND ANOTHER SET TO ARA/ECA. 

CHAPLIN 
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